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ECONOMIC STRUCTURE OF THE COMMUNIST BLOC

| SUMMARY

The ecanomy of the USSR has contimued to grow at a high rate aince World War II,
but this growth rate is slackening. The USSR no longer receives certain g\ratuitous
» contriﬁutima” to its economy tht ve}ré present in the 'imediafe post-war years.
Fevertheless, its growth has been mpreséive end the 1960 goals to which its a,t'l;en--
tion is addressed are very high. Soviel leaders have"gacp_rgs‘sed concern bver de-
.crleasing growth rates, unsatisfactory progress of agric‘ul‘l_‘.m-e, a.nd ‘the slbwing
growth of industrial productivity. Since it is coﬁplgtély cohtroiled_énd dedicated
to achieving meximm forced growth, the Soviet bomomy, in spite of its parallel
drive for Bloc autarky, is peéuliarly susceptible to the impact of outside forces.
Among the forces that have had adverse post-war effect upon it have been:

&. The Korean War.

b. FEast-West Trade Controls.

&+ Agricultural stegnation in the USSR, and significant agricultural failures
in the Buropean Satellitss. |

d. Temporary economic concessions to the population a.fter the death of Stalin.

e. Necessity, from the Soviet point of view, of sharp increases in defense
expinditures. |
It is tentatively estimated that the tremnd in Soviet defense erxpenditnrea is
toward an increasing proportion of GNP, and that this is a matter of concern teo
-Soviet leaders.
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The period 1950-54me a trend toward Bloc gu'lgg;'fky, during which total Soviet

trade more than doubled, Soviet trade with its Buropean Satellites incressed 2¢
times, and three-quarters of Chinese trade was r‘eoriente'd» from the free world to |
the Soviet Bloe. 70% of Soviet-Eurcpean Satellite trade is with the more in-
dustrialized Satellites, with the USSR receiving primerily the products of their

. &ndustry. The terms of Soviet-European Satellite irade exchange are nearly always
 advantageous to the USSR, Reorfentation of China's trade to the Bloo vas accelerated
i:y CHINCOM controls. Chinese import requirements have been burdensome both to the
BSSR and to the European Satellj_.t'es, and have been a factor in Satellite plan
failures. In spite of the trend to Eloc autarky, and the obscuring effect of

»

trade controls, a parallel tremd for er absolute level ]
Bloc and the Free World existe, due to the,"‘Bloctks:_anpeﬂta fdr_ capital goods,

the stagnation of its egricultural programs, and the reluctance of the USSR to

~8low 1ts own rate of economic growth by diversion of resources to the Satellites,
particularly to Communist China.

A
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I. Develoment of USSR economy since World War II. , _

Postwar develoments in the economy of the USSR were to & degres forecast
by the conduct of the Soviet Union during the latter stages of the war itself.
Ingistence on massive reparations, perticularly from Ge:many, indicated that.>
the Soviets were preoccupied with the restoration of thelr productive capacity
as soon &s possible. At the same time, an increasingly larger share of U. S.
Lend-Lease to Russia was made up of production equipment and semi-finished
industrial products, as ypposed to military end-items. As Soviet forces advanced
beyond thelr pre-war frontiers, the systematic looting of industry in the
occupled territories began. In Germany, the USSR had secured the agreement of
the United States, the United Kingdom, and later of France to this program of
_capital despoilment. Elsewhere it was pursued with the tacit initial approval
~of the Allies, as in Eastern Burope, or with bland disregard of their views,
‘a8 in Memchurla and North Eores, where capital equipment to the value of about
‘ome billion dollars vas removed to the USSR. |

(Coincident with this program, the USSR also pursued programs of full ex-
- ploitation of prisoner labor, and of "sponging up" the advance of Western
_sclence in all fields. Not only Germans and Japanese POW's, but the POW's
and polttically "mrelishle® elements of whst vere to beoome the Europeen
Satellites of the USSR; as well as those elements of its own population that
’had shown any degree of unrelisbility in wertime vere ruthlessly worked at
 forced labor in Russia. Forced ‘gains in technology vere achieved by the
wholeeale exploitation, both within the occupied territcries and by removals
to Russia, of Western, particularly German, scientists and engineers; a.nd by
large-aeule ‘espionage which had flourished within. the framework of wartlme
"eooperation®.
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Vhile Iend—lease oi’ficially teminated as of the end of actual hostilities
in World War II, ‘in f_act it continued thereafter for iwo.years under another guise. -
UNRRA. The United States undé:gwrote about 73%: of ‘UNERA costs, and the Soviet Union
and its Puropean Satellites received close to 50; of the value of the goods pur-
chased by UNRRA, to the value of about $1,434,0005000.

‘Substantiel acéretiqns_- to the post-war Russian economy also came directly
from certain nations identified s former enemies of the Soviet Uniom - Finland,
Zast Goramny, Rumnis, Humgary, and iustria - in the form of reperations. In the
_case of Finland, the sum involved ;as e quarter of a billion dollars and was
inmposed unilaterally by the Bussisn peace treaty. In the cases of Rumenis, and
Hungary, the direct total was about _____ ‘dollars, and was expressly aanctioned
by mltilateral peace treaties concluded in the period 1945-1947. 1In the case
of Austria, the USSR is to receive $320,000,000 in :eparatioﬁs over the next
6 to 10 years.

A final post-war accretion to the economy of the USSR was Soviet "otmership"
outright or through the madimn of Jjoint stock oompaniea, of economic enterpriaes
in the "fomer enemy" category of natioms. The degree of "milking" of these
other economies varied from the outright ownership of all important induatrial
pnopertiea which appeared useful in Eest Gérmany, to the ma.nagement and conver-
slon to Soviet uses of former Gérmex'assets in Rumenia, Bulgaria, Fmgary, and
in the Rﬁé_s:lan Zone of Austria. While apparently terminated in the other
Satellites, this program contimes, although diminished in Bast Germeny, and
made in Austris until the péace treaty is made effactive.

#The Soviet mterpretation of a "former Germen" asset was very broad, ‘extending
to compe.nies whose direetm's had. names of Germanic origin' '
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‘The outline plan for post-m development of the eeommy of the USSR was con~-
tained in Stalin's speech of 9 February 1946, which announced a new' Five-—Year Plan
%o rehatilitate the country, restore and surpass pre-war production levels, meen-
while emphasising sclentific ressarch. Future goals were set in gemeral terms es
e tripling of pre-World War II production, with an indicated target date of 1960.
Specifie production goels were outlined (mllions of metric tons). as:

Pig Iron - 50
Steel - 60
Coal - 500
POL - 60

In vital categories, the USSR apparently reached pre-war production figures
by the end of 1948, although rehsbilitatien contimued in many fields through
1950. During this period, as well &8s up until the present, the emphasis in
_ the economy of the USSR has been on & high rate of capital investment (expanding
the production base), maintenance of high levels of military expenditure, and
direction of the mjor share of capital investment to heavy industry and the
~“production 'bf "‘its basic raw mterials. There. bas recently been added a basic
concern for expansion of agricultursl production,and an expressed desire for
more rapid increase in labor productivity. |

Estimtés*' of Soviet production of certain important commodities are
tabulated below: (Millions of metric tons, except copper and alum:ln'um,
thousands of metric tons, and electric power, billions of EWH).

* ALl Soviet produstion figures are necessarily estimates.

ECRE
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"Pig Irom | 13,9 9.3 - 389

Crude Steel 18,0 - 26.3 39,7
Coal 207 260 35

PO ' 29.4 37.9 - 59.0

Copper 200 230 260

Alumimm 135 18 440

Grain - 78 95 B

Cotton B R 29 36
During the seme period, Soviet mllitary expenditurés are estimated to have in-
~oreased as follows: (billioms of 1948 rubles). |

_ 92.1 All3r..3 i . 147.2 ]

These estimates inolude directly tudgsted defense outlsys, plus fairly plsusible
estimtes for the security forces, military education snd research, military
installations cutaide the defense budget, and special weapons expenditures.
‘They do not include expenditures for that portion of new plant and tooling in
the industrial sector devoted to military end-item production, although over
a period of years these costs sre estimated to be amortized by the defense
_ udget itself.

Notwithstanding the impressive economic progress of the Soviet Usien
during the post-var period, certein sspects of the economy have given concern
_to the Soviet leaders themselves: | |

2. Decreasing rates of economic growth (GNP). Thie phenomenon normally
ocours 1n & maturing economy, but in the USSR 1s aggravated by such factors
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‘a8 retardation of agricultural production, very high levels of military expenditures,

‘end the retention in use of obsolets and cbsolescing production equipnent and methods.
b. Tnsatisfactory progress in the sgricultural:sector. This results in part
 from neglect of this sector in comperison with the industrial .seetoré.ﬁm neglect
-of“f'ood production in comparison with production of industrial crops, but most of
a1l from the rigidity of the Commnist eystem itself, which rigorously controls the
land and its products, with little regard for the tillers of the soil. -
¢. Slowing ‘ﬁs_-‘ate_s of increase in the productivity of industrial labor. .lgain,
there is no isclated single factor involved, - It is partly due to the fact that .
large, wntapped pools of Soviet manpower mo longer exist, whose sfim’plé_ diversian
to production will produce large production increases with 2 minimm of capital
investment. In part it results from the prioerity given to new plant construction,
over modernization of existing plant. As Soviet industry ages, inmcreasingly
‘higher percentages of production come from obsolete or obsoleseing wnits. In
part it resulis from the planning rigidities of the Soviet system, which in
addition to overcentralization, meke for monthly and yearly output peaks under
high cost conditions, to meet forced production norms. In part it results from |
,& dearth of genuine incentives to the individual worker - low real wages,
searelties, forced savings, and progressively increased work norms.

The economy of the Soviet Union in fact operates contimuously under imposed
Controlled Materials, Controlled Man-power, and Controlled Fimancial Resources
Flens. Since it 'is also an economy that is alvays maximally stressed for
forced growth, it nevertheless lacks flexibility in coping with mejor plamning
failures or outside developments that may have major impact upon At.

Due to the Soviet fetish for security, it is difficult to document the
fact, let alone the extent, that any given outside development may have in

SECRET
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sdversely affecting the econcmy of the USSR Neverthsless, soms gemeralisations
are possible, supported by svidence, by logle, or by both:
&. The nature and duration of hostilities in Korea could not bhave been
foreseen by the USSR. In terms of its impact on the Soviet economy 1t Wqused:

(1) Some depletion of rewerve armaments stocks, hence a later require-
ment for rebullding these stocks from production. | |

(2) Some commitment of current armements production to the logia&ics
pipeline teminating &t the battlefleld, ‘hence necessity for larger-tha.n-
planned armaments production.

(3) & greater-than-foreseen requirement for equipping &ll Ghinese
Communist Armed Forces, in addition to supporting those in Korea. This
was-#he apparent Chinese price of entry into and contimued iparticipation
in the Korean War.

b. The trade controls pro Bpe%tile conomic 'mpact on the USSR:
(1) It placed the burden of ‘the source of supply for Chinese

Commnist industrialization almost wholly on the rest of the Bloc,

burden which the USSR was only in pert 8ble to further pass on to the
_European Satellites. i )
© (2) It loaded Soviet land trensportation systems beyond the tan-
mileage requirement that had v'bhee}n foreseen for the period.
(3) It further overloaded an already-inadequate Soviet Far Eastern
- merchant marine. _
4) It oomtributed to, and my in fact have eaused, what have been
at least "spot" Soviet POL shortages, especially in the Far East.

P
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(5) 1In sccentuating Buropean Satellite difficulties in fulfilling their

L

own expansion plans, it vas certainly an adverse factor in oversll Bloe
planning, and may even Have necessitated diversion of Soviet resomces
plamned for internal use. |
. 8- The course of ovents 1n European Satellite agriculture was certainly mot
foreseen by Soviet plamners. Taken as & whole, including what is now East Gemany, :
this was formerly* s net grain-exporting area by more than 3,000,000 metric tons
annually. Certain Satellites were also large exporters of animal products. It
is reasonable to suppose that the Soviets assﬁned these agricultural surpluses
would contime. For a variety of reasons,,lvehief among which was the jmpact of
various internal Commnist control measures, further compounded by poor erop
weather in the past two years, Satellite production of grain and animal products
_ bas dropped off drastically. Specific results eve: |
(1) By 1953-1954, the European Satellites had become a net grain-
..+ ‘importing area, and the USSR had to export an estimated 2,500,000 metric
fons of its oun grain to these countries. _
(2) Both these develomments occurred in the face of a very'unsafti‘g_
factory agricultural situation within the USSR, especially during 1953.
(3) The USSR had to buy, apparently for the Satellite account, large
quantities of animal products from the Free World, especially during 1954.
(4) Probably as result of a combination of the agricultural eituation
in both the Satellites and in the USSR, the latter was apperently unable
to spare its habitual quantity of grain for expért s and resorted instead
to increased exports of POL _and gold to bring its accomts closer to
balance.

¥ Pre-World War II; figures for 1937-1938.

ECRET
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d. Estimated Soviet expenditures for defense remeined at a relatively high
level after World War II. From 1948 on, there was an apparent annual increase
of about 10 billion rubles. 1§53 expenditures wére estimated as about 17 billion -
rubles over 1952; 1954 showed a slight increase over 1953; for 1955 there is
apparently to be a marked increase over 1954. Whebher or not these two significant
increases (1953 and 1955) resulted from a Soviet reassessment of armaments programs
from Korean Wer experience, from a reassessment based on dbse_rv,ation of mgraasad
levels of U. 8. defense expenditures, or from other factors is unimportant. What
~1s important is that coming as they did in the middle and at the end of the Fifth
Five-Year Plan, they were of necessity superimbosed on its original framework,
and inescapably resulted in major changes in resource allocation to all sectors
of the economy. _

The death of Stalin created problems of succession and control which had
impact on the Soviet ecomomy: . b‘ -

8. There were internal, early concessions to the population —- lower levels
of forced loans, state-financed price reductions on agricultural commodities,
and stock releases with price reductions 'gf varioua otﬁé: 1’j:e;ns“-4sctild at retail.

g. There was a temporary change in the pattern of imports, with a greater
proportion of such imports being consumers goods (including food), Some were
for the Satellite account. ,

Incomplete costing of certain Soviet defemse progrems known %o be in
existence or estimated to be required from the Soviet point of view during
the next five years leads to the following tentative conclusionss
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2. larger amounts of capital investment than hitherto realized Méve in the

N
N

immediate past been devoted to armements production in tlie» USSR.
b. Absolute Soviet defense expenditures have been taking an increasing pro-
portion of Soviet GNP. Barring cut-backs in force-levels or progrems, this i-.rgnd
will continue, |
g. This factor, more than any other, accounts for present Soviet moves to

 "relax international tensioms®. “
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I1. Trends of Intra Bloc Trade Relationships Since World War II.

During the perfod 1950-54, the autarky of Commmist Russia was in the process’
of being supplanted by an autarky of the Commmnist BEloe as a whole. M—MOpea.n \,
Satellite trade grew rapidly during this period, by 1954 to a figure that vaé
estimated as 2} times the 1950 level. Another striking trend was the redirectiom
of Communist China's foreign trade to the: ‘Buropean Commmist Bloc. During this
‘period, the percentage distribution of this trade went from an estimated 26% with
the BRloec, '_71.‘% non-;Bloc; to 75% with the Bloc, 25% non-Bloc. Meanwhile estimated
~total Chinese foreign trade roughly doubled to an a.nnmméed figure of about $2.2
billion. |

The estimated bresk-down of the total foreign trade of the USSR itself is

as follows:
FREE TOTAL EUROFEAN COMMUNIST
TOTAL WORLD BLOC SATELLITES ~CHINA
1948 1,968 1,149 819 813 6
1949 2,399 896 1,503 1,473 30
1950 2,989 673 2,316 2,020 296
1951 3,875 777 3,098 2,126 972
1952 5,445 998 b4y A4T 3,477 970
1953 6,207 880 5,327 13,975 1,352
1954 7,188 1,198 5,990 4,624 1,366

Forelgn trade now occuples quantitatively a position in the economy of the USSR

similar to its position in the economy of the U. S. — about 6% of respective GHP's.
It is estimated that about 70% of Soviet-Satelllte trade is with East

Germany, czeehoslovakia, and Poland. With ‘these, the USSR in general exchanges

food, industrial raw materlals, and equipment for a broad range of precision

equipment, machinery and transport equipment, and certain raw materials needed

by the Soviet Union. From the other Satellites, the USSR obtains primarily

food and raw materials in exchange for Soviet industrial snd sgricultural
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equipment and industrial raw materials. Hungary also axports traneport and electrieal
equimment while importing light and heavy machinery. , p
USSR-Buropean Satellite trade has increased much faster than the growth of the.
_ Satellite economies, from an estimated 5% of total gross national producii toan

estimated 108 wf—ONF. There is evidence that the terms of this trade are nearly

always advantageous to the USSR, The Soviet Union pays less than world prices for
its imports, and receives more than world prices for its exports.

™~

An astimated'breakdown* of China's total forelgn trade, 1950-1954, is q.é followss

JOTAL SQVIET BLOC HON_BLOC
1950 : 1,082 282 - 800
1951 2,164 1,319 8’45
1952 1,780 1,280 ‘
1953 2,200 1,615 585
1954 2,200 1,650 ),(;;50 ~

In view of earlier trends in the trade oriemtation of . the European Satellites,
reorientation of Commnist China's trade to the Bloc was a natural development.
It was unquestionably accelerated, however, by the imposition and continuation
of Western trade controls on China during the period. Within its trade with the
Soviet Bloc, China's trade with the Buropean Satellites, which had been negligible,
quickly assumed and maintained substantial importance, varying between an
estimted one quarter and one sixth of the total between 1951 and 1954.

The USSR exports to Communist China ermsments, industrisl and tremsport
machinery and equipment, and POL. It receives in return largely foodstuffs,
agricultural raw ,mteria.lé, nonferrous metals and ores. .Furopean Satellite
exports to China are generally similar, tut include also substantial amounts

' This table is only roughly competlble wi’oh the table én M 12, having been
lifted #yom a different source.
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of chemicals. Satellite imporis from China are similar to Soviet imports, but
include also quantities of iron ore and pig irenm.

There is evidence from a variety of collateral sources of Soviet concern during.
this period for diverting to the European Setellites a very large share of Chinese
Commmist trade requirements, It can be reasonably concluded that this increased
the burden on Buropean Satellite productive capacity, and was a factor in both:

8. The general upward revision of Satellite ’capital investment plans, 1951-
1952, and |

b. The general economic imbalance in the Setellites, and their gemeral failure
to meet planned production goals in 1953 and 1954.

There 1s some evidence, moreover, that the terms qf'\tr‘ade between the Chinese
Commmiets and the Buropean Satellites, all factors ,c;o.nsiderec,l, we’reb more favorable
to the former than to the latter. There is little concrete evidence concerning
the terms of trade between the USSR and Communist China. Such evidence s exists
1ndieates that the tems of this trade were considerably less 1oa.ded in favor of
‘the Soviet Union than the latter's trade with the Furopean Satellites. Substantial
long-term credits, estimted as ‘ostly for armaments, up to a minimm of about
$500 million, were also granted. China by the USSR during the peried.

Hotwithstandiné the drive for Bloc autarky, there is an apparent long-term
trend "hoﬁa.rdv gradually incressing absolute levels of Bloc '#;'.rac}'e with the Free
World. This trend has been masked to a considerable degree by the fact and
variation in effectiveness of Western trade control measures, both COGOM and

CHINCOM. It exists for a variety of reaéons, among which are:

capital investment programs by increased diversion of its own resources.
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This is evident in its ecomomic relations with the Furopean Satellites, and still

N
N

more evident in Soviet Bloc relations with Commmnist China.
‘ _q; The general failure of Soviet Bloc ag‘rié‘ulturé;l;l‘prog'rams to keep pace
with 'the demands df ﬁhe;!.r expanding industrial economies.
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Anslysis of Structure of USSR Economy.

Industry : | \
'_ | 4. The emphasis of the Soviet economy "‘is andhae been upen the basie
hea'n iudust:iee, both by direction of inveetnent and by distribution of
laher. | | _
"B, Steel. The Soviet steel industry is characterised by relatively
le.rge prodncing units, most of which are uidely separated (by U. s.
‘e) t:on supplies of ore, (2) coal, or (3) centers of consmtien.
m iﬁdnpt ;;,;‘hae always been Imavi;l,y dependent on pig iron product.ien g
eppesed to.'ierge-ecale ‘ntilizauon e;tpscrap. ‘rhere are indicetions thgt

in. recent years expansion of pig Aren production has lagged behind plan,
cnea;m.ng 8 eituation of parual deperdence on em'ap imports in' order 1o
mhim '-plamd production levels:of crude steel. Soviet poeition;ziﬁth
regard to unganeee end chrome is' ‘exeellent and apparently ‘satisfactory’

uith ;:egard ‘to nickel. There are indications ot a -arginal position in
nolybdem and a known depe:ﬂence on mtside sources for cobalt, which
the USSR allevietee by measures of naterials eubstitution and careful
huebanding of availsble supplies. =~ - '

" Noneferrous metels. Prédaction of primary and febriceted aluna

imn haa apparently expanded neai"li' a8 planned, thanks ‘bo the evailability
of Hnngarian bau:dteo The 'ceil‘lng" in expamion eppears to have been the
a&ieved rate of ezpansion of electric power generation, thich sppem to
have féen ecueiaat less than h0ped forg The Soviet poeition in leud, ard

SECRET.
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zinc appears to be one of marginal self-sufficiency. Reserves of high-grade o\re’s
have been decreasingly available, and utilization of lower grade ores has been
slow. This is especially true of copper, to secure which from the Free World
the USSR has increasingly resorted to. almost eny expedient. The USSR is also
tin-deficient.

d. Energy. Soviet energy production has been generally sufficiemt for its
industrial expansion Coal continmues to be by far the major industridl fuel,
inclwding use in electric power generation. There are indications thet coal
produetism has ],agg;ed behind plan. While. -electric power generation has shom
marked 1ncreaae, certain grandiose hydro-electrie projects have beon "dererred "
There are alep indications that shortages, of .turbines and high output gener-
ating eq\d.pnent have been a brake on even more aalé_it@q_ug _plans for increase in
power pensration éapacity. POL production has expan;lo:d at greater than planned
rates. The *second Baku® east of the URALS supplies increasing percentages of
Soviet c¥ude production. There is nevéfthéiess evidenecs e '

R 1O ‘!‘hat ‘Soviet POL requirements have grown more rapidly than appar«-
enﬂ.y :toracast, giving rise to at least spot shortages stemd.ng fron
trarwportation and distribution dirﬁculuea notably in the Boviet Far |
East. :

2. That Soviet planners now realize that 1nsn£ﬁ.cient capital, man-
povar, and effort has been devoted to exploitation of known POL reserves

" and"to incressing production.

€. He'avx Industry. Soviet metal-working and machinery industries have

steadily expanded production. An undeterminable share of this expansion has
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gone to increasing productien of eenplox armaments, Such expansion costs are |
concealed within the capital investment budget- of heavy industry and only becou
apparent one or two years later when a rise in the d'efense’vbudget reﬂec‘bs_ t.he N
production phase of the armaments themselves. Most of the alumimm, a high
percentage of the copper, and neaﬁrly 2ll the "quality" grade of rolled steel are
consumed by heavy industry in the manmufacture of machinery and of munitioms.
Those Soviet —plants not now engaged in munitions manufacture, but which. would
shift over in uar_ or lesser emergency are maintained in a high state of readiness.
In some instances parﬂ.lel but inactive production lines exist. In any case, the
nobiliution resem not only of tools but also of semi-ﬁ.nished materials for
several nonths of preduct.ion-lim ipput 1s on hand,

£. Chemicals. Production of basic chemicals has grown repidly in the USSR
and is appare?ntl'y";ié;ﬁeient for the needs of wuatfj;' 'meare are Miéationa,
however, of failui-é to meet planned goals in output of mineral fertilisers,
synthetic rubber, and calcined soda. The Soviet chemicals industry lags the West
in the daniment»and'prodnctidn of the mra-'-gplplei &uical compounds, partign-
larly in thp ﬁ.eld of petro-chemicale. Inm, viemof Soviet agricnltural plans and
the require-ants of the Satellites, including Comunist China, there is basis for
a belief that the Soviet chemical industry will have difﬁculty over the next
five years in préviding necessary amounts of fertilizer, particularly high-nitro-
gen deneentrates, ‘nScessitating supplemental supplies from Western sources.

g_. Conatruction. This industry has expaﬂied rapidly poa‘h—ur, but chronié’
d1fficultios contime: | o i
l‘ﬁB’“os- “standards the degree’of Eéchanization is still primitive,
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and the output of heavy machinery allocated te tho industry mufricieut
to modernise it for some years to come. R

gr., Cement and brick production have failed to keep psce with .
plan roqniremnts. '

=3° Due to diversion to other uses, there are contimiing
shortagos pf structural steel.

Di.str.lbntiem -

- There are nrions estimates as to the broad allocation of ‘resources pattem
of the USSR. One .sueh eatimat-e (for 195h) is (billions of U. S. dollars)s

Consumption $ 52 Lox
Investment . 42 - 33%
Defense ‘ 22 17€
Administratim S 108
Another such éstimate iss |
Consumption 4o%
Investment. 28¢
Defense 188
Adninistration 25 T
CTel g0 doos |

cqrmmption 70‘
_Adniniatratim R - _3x
Total $357 1008

Generslizing on the basis of thoge and other figures:
&+ The USSR devotes higher percentageg of GNP to investment, defense,

SECRET
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and administration than does the U. S. and a much lower percentage to
conamtion.
bs The producer goods sector of the USSR economy aggregates about \
one-fourth that of the U. S.; the consumer goods sector only one-tenth.
& Tn terms of percentages of U. 8. figures, other sectors of the
. Soviet economy contribute as follon to GRP: |

Agriculture - 66{ of the U. S. absolnte ﬁ.gm .

Construction - hog » v

Trensportation 68%

Trade - : 23%

Services - 33%

Generalising without statistics, the economy of‘the USSR heavily empha~- -
eizes industrial investment, particularly in heavy industry and defense at the
expense of consmlptien. " Productivity of agriculture is low, internal ti'ade is
undeveloped, ‘and the services sector is small., Tranaperiation costs ire high
becsuse of vast distances and heavy reliance on land transp‘o.ﬁ.ation.

Finsncial - A1l Soviet banking and credit arrangements, both internal and
external are Feflections of ite completely plasined sconomy. ' Internilly, the state
banking systea'cléars a1l inter-enterprisé financial transactions, is the depos-
itory of their ﬁmds, and approves their disburselents, Extemally, it finances
and ¢ ,3:1._. ars all Swiet ‘export and import transsctions.

The USSR's budget 1s an integral part of the genersl economic-amd finencial
ep;.ans, Most of Soviet capital invest-olnt‘"ia made through the budget. Most of "
the state révenuné is derived from a sales'ta% "6 consumers goods; other portions
come from profits taxes on state enterprises, certain direet taxes, and forced

loans.
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A portion of Soviet economic expansion comes from "profits®" generated by the |
enterprises themselves; another portion is generated from loans made by the bank\i.ng
system out of the deposits of individuals. R ‘

The entire Soviet economic structure is directed by its centralized erganisa-
tion for direeting the allocation, produ’ction, and distribution of resources.
Supply and denand are roughly coordinated by equating phwsical prodnctd.on with
estiuted spendable ineone through the udiun of artiﬁoially deterilned prices.
Consimer demend only faintly inﬂuences production.

3oviet. foreign trade is a eonplete gcvermeut lonopoly. ‘Moreovér,
'nomal Erade in the Western sense,’ ‘am’” ed:chmge fmely entered into for the

mtugl;;jﬂﬂ ntage _of both parties, iadgngj,btoly fore';gn' to Communist thomt.

by Blec int;rky. Nevertheless, even the USSR finds it necessary to trade with

the non-camn:lst wrld. The Soviet Union exporis in order to earn necessary
foreigs exchange; or (as of late), ifi certiin backward countriés, to 'faciiitate
political pénetration,

“B5 "#hé'fact that the USSR q;cportéi given commodity does not necessarily
1ndigats tHEL it 1s surplus K1;‘?\1/?.3 neddal" Tt is rather that this eonodity

has bé@n &Bsbn‘”as one that for one i‘eﬁbﬁ’ior another can most’ eaaily Bd

sparad fm tho Saviet oconony in erder to earn needed foreign exchange
!angmeae and ehrmi‘be, for instance, are ahundant and can apparently readily
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be mined in quantities beyod carrent Russian demand. Soviet fur resources are\‘

unique. Produetion and consumption of grain are so élosely regulated that
artificial surpluses have been readily generated in the past. Timber is a
state monopoly, and its production, as is also true of much of the Soviet
mining industry, has been largely a matter of the application of forced. labor.
In reeen‘f. Years, oil and gold have also appeared in quantity in Soviet g_xports
simply because the USSR has found it necessary to enplny them as media to gain
foreign exchange. »

€. Soviet imports on the éther hand are directed toward specific purposes,
1nc1ad1ng‘§. ' N

1. Augﬁnti‘ng directly the capital base of 'the”'s'o;iet econony’ =
machine tools, heavy industrial equipment, nining, nilqirllling and |
coutracﬁon equipment, ete. o

2. Enhancing Soviet technology, ennb],;.ng 1t to further narrow the
gap between it and the West - prototype industrial, mechanicsl, elec-
tricﬁl, electronic, and instrumentation equipment of all types.

3o Alleviating Soviet shortages - natural mbber, cobal, tin, copper,
steel scrap, etc. _

k. ngppnsating for Eloc plamning or production failures - purchases
of sgricultural products, mainly for the mrope;.n Sat;]:iite account,
during 1953-5h. |

. Achleving Communist political goald aven with some ecomomic
sacrifice - dumping of miscellaneous manufactured products in South
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American, African, and Asian countries at less than world prices. \

Agriculture - As previously stated, sgriculture in the USSR has seriously
stagnated. Production of food crops in recent years has been little above pre
World War IT figures and per capita supplies of food little if any improved
over Csarist days. Soviet leaders have become seriously concerned to the
extent that for the past two years considerable amounts of labor and capital
have Bgen divertod to the agricultural sector. The specific programs.in
progre‘:;s ineludcs

& Thé *hew lands program,* which 13°%é’add millions of acres’ef culti-
vated land; mostly in central Asia. ’ B

b. ‘THe 8% prégram, which is to be‘the basis for expanded mest and

animal 'prre'dﬁcts’ programs,

[ Personnel recruitment programs )

d. Diversion of cspitsl for machinery, construction, and fertiliser

for agricnltﬁr&i use.

The goals for this pregram are a roughly 100 percent increase in sgri-
cultural production in five years. In view of unfavorable climatic conditions
for the selected crops, the extent to which marginal land is to be wtilized,
competition for avallable resources, and past history of agricultural failures
under the Sovief control system, much more modest increases, in the neighbor-
hood of tuentj per cent to thirty per cent sre likely with the posaibili_.ty of
| recurring ero'p disasters under frequent conditions of unfavorsble westher. |
(Killing frosta or drought during the growing seasom.)
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Trmq)ortation - 'l'he USSR is extremely dependont on rail tmsportation

AN
3

due to the lack of a comprehensive road system and the seasonal ava:llability of
water transport. b
g.’ Bnilmads. _Soviet railroads are and have bies overloaded by
Hestern atandaxﬂao There is evidence that theyareov;rloadad even bty
Soviet ,standarda, for the ton-miles pf. Lreight estiuted to be generatod
by 1955 uare 1;: fact carried by 1953, Levg. distances md vide separs-
tionk..gg;@%tgfa;hgesmces, centers of preduction, and centers qtpopulg};l.ogn
havofkrgwlted, in much long-haul traffig. L@:@ov:le'tnuaintenance and construc-
905 are_sub-standard, modern’sighalling eqnipﬁent is in short -

tion met.

supply, and’ mch ‘of the locomotive and ralling steck parts are obsolete.

RIS IR

\mder 1ntensive pressure,
_M This means of trﬁﬁspért accoutrts for only 2; per cent

of ﬁ'bight movesment in the USSR, Triﬂ'ie“ﬁensity is approci.able only |

around 'qh’e“'fkarger cities due to ofﬁci @phuis on other ueana and thgh;

lack of a natd.on-wide road net. Ono rosuizt‘ is aggravation of the
agz:i.cultural preblew the rural districts of tha US& are’ ‘so i]l-atrved
“a“nd barn
r.lel&s of’ nany agricultnnl crops is‘estifated to be a8 high as one-third

o ‘Tnland’ ?aterm' The m'ﬁ“‘iﬂénd waterways handle ‘sbout

with roads a.nd truck transport ‘that the d:l.fference bet-een field

10 pef ¢ént of' tHe ton-niles of freipht. They relieve the traffic biidem

oHé mehsure for other insdequate médss
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of trensport. Among the important netural waterways are the Volga, Kems, and
Dnieper Rivers, the tributaries of the Danube, the rivers flowing mrﬁhuud to\
the Arctic, and in the Far East, the Sungari River. The Leningrad-ihiite Sea - .
canal system, the Leningrad-Moscow-Volga system, and the Volga-Don canal are
important man made waterways. Climate halts navigation for from two~and-one-
half t0 nine months of the year, and low water shortens navigable routes at
other times. '

o~

d. Merchant Marines. The Soviet Merchant fleet as of June, 195k, hed

637 vessels totaling 2,121,343 m?e tons and 2,830,33 deadweight tons. Tts
sige has rise;n since 1939 from eleventh to fourth place in world tomnage. But
the bulk of this fleet is old, slow, and obsolete, the backbone of its long-
haul capacity resting on s mmber of United States lend-lesse Liberty ships and
Hog Islanders, which the Soviets have consistently refused to return. Purchases
have been uade ‘sbroad, extensive repairs in Western yards contracted for (largely
time-consuming overhsul) and large amounts (over 1,500,000 gross registered tons
per year) of Western shipping is contimmally under charter to the Soviet Bloc.
Thus, no merchant ships, other than a few tankers vhich have obvious Naval
utility, have had to be laid down in Soviet yards. As a result, the yards have
been free for all-out Naval construction, thus permitting the Soviet fleet to
gain second ialace in world Naval power.

Ammsments.- Soviet armsment production is characterized by the development
and large-scale production of a limited mumber of types of map@ns. These are
nade in large plants shich are generslly more self-contained. than those of the
West.
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At the end of World Wer IT, the USSR did not reconvert its armamenmts indns-
try either as rapidly or as completely as did the West. Many Soviet plants ia\‘lch
were converted to munitions production during the war have contimmed to turn out
‘military end-items, though generally at only a fraction of their former rates,
and care has been taken to enable reconverted plamts to return to military
production in a relatively short times. New factories constructed primarily for
the production of equipment for peaceful purposes have in some caszes been
designed for éasy conversion to Srnmnts manufgcture. The Soviet Mnt
industry therefore has the eapgbg.nty of rapidly increasing output in an
emargency. i

Soviet production has been running at such a high rate that, even allowing
for resquipment programs, the USSR has been able to place large quentities of
munitions into feqém. ‘Nevertheless, current production of armsments is

_coneid’erably»beiow capacity and sbsorbs a relatively small preportion of basic

materials. For example, it is estimated that since 1947 from 10 to 15 per cent
of the anmual Soviet output of steel has gone directly intp military end-items.

Carrent estimated Soviet crude steel production of sbout kk, 000,000 tons per
year can be compared with the 18,000,000 tons with shich the USSR carried out
1ts immediste pre-World War IT rearmsment and with an average anmual wartime
supply of about 12,000,000 toms (including 600,000 tons of lemi-lease aid).
Germany produced onl: 22,000,000 tons in 193% and fought the war on an aversge
snmal production of 20,000,000 tons.

Technology - Development of technology in the Soviet Undon as in the
United States involves heavy economic costs in research and production., The
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allocation of resources is on a strict priority basis. Nevértheless, where basic
technological need has arisen, the USSR has been able to 7111 1t. ’ \ﬂ |
At the highest level of priority, such as in the field of weapons development,
the Soviets have demonstrated impressive scientific and technical skill. At the
somevhat lower priority level of laboratory technology, such as in ceal lining,
in oil drilling and refining, in ferrous metallurgy, in the building of
electric gensrators, etc., the task is mainly of adapting Western methods.
Consequently, these industries usually lag behind Western developments by two
or three years and contime to keep older plants in operation. In such low
priority industries as textiles or the making of boots and shoes, technology
has remained genaraily at a low level. BEven where new factories are built they

.mﬂlyv uge a technology well behind developments in Western economies.

Ecegmomic cost of building the necessary production equipmnt and the
shortage of trained production personnel are still limiting factors in the !
expansion of Soviet industrial technolegy.
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